INTRODUCTION
Banking sector is arguably the most fragile and contagious (Denis & Negotei, 2018; Fouejieu 2017; Giavazzi & Giovannini, 2010) , in that regard making it one which is closely guarded by authorities to ensure stability (Blanchard, Dell'Ariccia, & Mauro, 2010) . Overall system stability is the main focus for macro-prudential policies and allows for significant revisions when the objective is not achieved or where there are signs of deviation from stability (Gersl & Hermanek, 2006; Alshubiri, 2017) . Similarly, it has also been the focus of past research but problems arise as a result of aggregation techniques (Denis & Negotei, 2018; Fouejieu, 2017) . The implication is that: individual banks are all stable, or does each individual bank stability guarantee overall system stability. Financial stability's building block starts at individual bank level, this study's focus, with the hope to conduct system wide analysis at a later stage for brevity and ensuring exhaustive analysis at each stage.
South Africa has undergone changes and adjustments in relation to its regulatory framework. These revisions include twin-peak regulation, in line with changing times, innovation and sophistication of the entities and lessons learnt from past crises like the Global Financial Crisis of 2008 -2009 (National Treasury, 2018 . A move to macro prudential regulation enables greater disclosure requirements under Basel Accord. The changes have been registered in many countries, both developed and developing, and South Africa is not an exception (Ichiue & Lambert, 2016) . South Africa is an interesting case study to explore for two reasons: its persistent observation of Basel Accord recommendations, hence viewed as being well regulated, has adopted macro-prudential regulatory framework from year 2013 with twin-peak regulation completely introduced in 2018. Twin-peak regulation is very pertinent to this as a bank operates under two regulators to meet their needs and demands. Second, it makes use of inflation targeting framework. Recent works (Fouejieu, 2017;  Montes & Peixoto, 2014; Blanchard, Dell'Ariccia, & Mauro, 2010) point to inflation targeting as a reason for rising financial instability.
Given the present discussion, the aim of the study is to investigate what matters for bank stability, given the significance of stability in overall financial sector health and performance. It is more compelling to investigate this matter in a South African context considering the background given.
Investigating the determinants of solvency among banks is of interest to both academics and practitioners as it is central to the well-being of the financial sector, which is an engine of economic growth. Arguably, ensuring stability within the banking system relates directly to protecting economic agents and the economy in general. Berger, Klapper, and Turk-Ariss (2008) point out that the financial system is a channel that can transmit any instability that emanates from the banking sector into the other sectors of the economy. The result of this is a shock to the lending and credit market. The shock has a disruptive impact on the economy, hence the behavior of banks and characteristics of the banking sector could provide factors that indicate or are strongly correlated with the level of solvency and ultimately the stability of banks. The behavior of banks and the characteristics of the banking sector could be influenced by shocks such as a crisis.
A case in point is the global financial crisis that erupted in the 2007, which saw the interest rate levels being at their lowest globally and not only in South Africa, when considering protracted periods of time (SARB, 2013) . This raises the question: Can banks be induced into taking on riskier activities to maintain their profitability and to what extent could that risk taking behavior be stretched to before threatening the stability of financial institutions operating within the South African economy? Recent literature has focused mainly on developed countries (see, for example, Ayadi, Naceur, Casu, & Quinn, 2016) or cross country studies (see Bitar, Naceur, Ayadi, & Walker, 2017).
Bank solvency within the South African sector is sparsely investigated, this is despite the sectors' unique characteristics. According to BASA (2014), the sector is highly concentrated with four largest banks controlling over 84% of the sector assets; predominantly unsecured lenders competing with conventional commercial banks and the financial system is well regulated and highly sophisticated at global standards. Studies Levine, 2006) has also paid considerable attention to the role of the characteristics of the banking sector with an emphasis on concentration. The inconclusive views stem from findings that less concentration lowers likelihood of bank failure, while the ambiguity of the measures of concentration leads to inconsistent results.
The study aims to add value to existing literature by determining factors affecting stability of South African financial institutions. By being able to identify the activities that drive insolvency, among South African banks, policy makers and regulators can be able to craft relevant and effective measures to help strengthen the stability of the financial sector. South African financial sector is to be regulated under the twin-peak paradigm, which entails the setting up of a prudential authority and market conduct authority (Havenmann & Gibson, 2014) . It is imperative for both sets of authorities that existing banks re-main solvent and any new entrants find it possible to remain viable. The motivation is to ensure stability within the financial system, and it is equally important to understand what activities matter for bank stability and is the crux of inquiry in this study.
South African banking sector is an interesting case study 1 given the banking crisis it has experienced, and how it withered the global financial crisis, as well as the high concentration level. The rest of the paper is organized as follows. Section one provides a brief overview of the SA banking sector, while the second section reviews available literature. Section third presents and discusses methodology, while section four discusses empirical findings. Section five also presents discussion and the last section concludes. 
THE SOUTH AFRICAN BANKING SECTOR

LITERATURE REVIEW
In the context of high concentration within the South African market, the franchise value paradigm and concentration-fragility/stability nexus can adequately guide this study (Dexu, 2016; Zhao, 2017) . However, it is prudent to acknowledge relationship between banking sector concentration, competition and stability as not straightforward (Carletti & Hartmann, 2003) .
The "franchise value" paradigm posits that banks are constrained from risk-taking behavior as the costs for such activities rise with the value of the entity over and above its tangible assets (Zhao, 2017; Keeley, 1990) . High competition would eat into profits, and thus franchise value. This would then likely lead to greater risk appetite of banks and most likely greater financial instability (Jimenez, Lopez, & Saurina, 2013) . This theory singles out the significance of competition/concentration within the banking sector and its effect on the sector's stability. On the other hand, in the context of franchise value paradigm, Zhao (2017) in the case of China concluded that before the implementation of the explicit deposit insurance system, the self-discipline effect of the franchise value is completely ineffective in the context of the government-guaranteed implicit deposit insurance system.
In literature, a number of studies tested two hypotheses: concentration-stability and the concentration-fragility hypotheses. The first hypothesis is underpinned by the argument that bigger banks in highly concentrated markets may charge higher interest rate as they control the market, yielding higher profits. Such high profits have a positive marginal effect acting as buffer against loan losses thereby increasing the franchise value and reducing risk appetite of the individual bank (see for example, Marcus 1984; Demsetz, Saidenberg, & Strahan, 1996) . This translates to a stable financial sector with cheaper monitoring and supervision costs as only a few large banks hold diversified and complex portfolios. On the contrary, concentration-fragility hypothesis argues that bank fragility is common with highly concentrated market. OECD (2011) cited banking systems of Switzerland and the Netherlands as good examples to prove this hypothesis. Bigger banks charge higher interest rates that will most likely to increase the probability of clients defaulting, creating a conducive environment for the moral hazard problem and thus higher default risk. When the two hypotheses are combined, Martinez-Miera and Repullo (2010) found the relationship between competition/concentration and bank stability (fragility) being U-shaped. This implies that the outcome on whether competition results in bank stability or fragility depends on the nature of the market-stability view that dominates monopolistic markets, while fragility view is prevalent in competitive markets.
Paligorova and Jimenez (2012) focused on risk taking as a possible transmission channel. They highlight that the risk taking behavior of financial institutions affects the supply of credit within the economy. Prolonged low levels of interest rates in an economy can increase the risk taking behavior of financial institutions by extending credit to risky borrowers, as also highlighted by Rajan (2006) and Boivin (2011). From a different angle, Paligorova and Jimenez (2012) note the increase in collateralized borrowing by financial institution is an indication of increased risk taking, a view supported by Adrin and Shin (2010). In addition, Yüksel (2017) , for the case of Turkey (an emerging economy as South Africa), found out that decrease in industry production index is the most important determinant of the increase in credit risk, with proxy as non-performing loans. In this regard, the overall performance of the economy has a bearing on risk profile of individual banks. Similarly, Yüksel (2017) analyzed panel data for banks in a single country, Turkey.
On the other hand, diversification has been traditionally seen as advantageous in terms of risk reduction. However, Wagner (2006 Wagner ( , 2010 shows that it is only possible at individual bank level theoretically; for the whole financial system it is to the contrary. This is because diversification later converges and produces banks more similar, increasing the likelihood of systemic crisis. Diversification is often observed under conditions favoring the increase in non-interest income, which is noted by Yüksel, Mukhtarov, Mammadov, and Özsarı (2018), as non-interest income of the banks increases, for example credit card fees and commission, financial performance of the banks improves thus resulting in higher bank profitability. Imperative to note, however, that seeking more non-interest income can expose the bank to more risk as the resources are thinly spread to manage the portfolio of assets. As argued above, diversification is more beneficial to the whole system and much more to the individual bank if it entails unique products which gives competitive advantage. It is significant to highlight observations by Fiordelisi and Salvatore (2013) that profit maximization also has a significant impact on the probability of banks survival and further to financial stability.
Literature highlights that banking crises are mostly a result of factors associated with the asset side of the balance sheet of the financial institutions, although the factors affecting the liabilities side technically are expected to also result in a banking crisis. Kibritcioglu (2002) notes that deposit runs, which affect the liabilities of the financial institution, weaken the banking system and increase chances of insolvency. Reinhardt (1999) further notes that the weakening of the banking sector leads to excessive risk taking leading to an increase in the non-performing loans, that is to say an increase in credit risk and higher chances of insolvency. This is supported by Freixas et al. (2000) , and Allen and Gale (2000) stating that higher capitalization curtails possible contagion effects from individual bank failures in the same economy. Regarding bank stability for Central and Eastern Europe, Miklaszewska, Mikołajczyk, and Pawlowska (2012) applied the same method. This resulted in observing a sharp decline in bank stability during the financial crisis. In addition, Ozili (2018) observed that the effects of financial structure, institutional and bank-level factors on financial stability of individual banks vary with the different stages of financial crises, with results different before, during and post global financial crisis in the case of Africa. Caprio and Klingebiel (1996) in their study classified possible determinants of bank insolvency into two groups. They noted that bank solvency is subject to macro-and microeconomic factors. Their study found a decrease in terms of trade and recession where macroeconomic factors have the largest impact on bank solvency, while poor bank management and poor regulation are the leading causes of bank insolvency amongst microeconomic factors. The argument regarding macroeconomic factors resonates with the findings of Yüksel (2017) discussed above, while the one on management and governance as well as regulations is discussed in Chitan (2012) for the case of Romania and in the case of Turkey by Tunay and Yüksel (2017) albeit with a bias towards foreign bank operations. On the other hand, Chen, Jeon, Wang, and Wu (2015) indicated the significance of corruption in bank risk-taking, arguing that higher levels of corruption increase the risk-taking behavior of banks. Regarding corruption, Barry, Lepetit, and Strobel (2016) observed that when state-owned banks or family-owned banks provide a higher proportion of credit to the economy, corruption is higher. Corruption is, however, not straightforward to measure and the focus in this study has been on overall regulations as well as individual bank characteristics which would point to cooperate governance quality.
Tunay and Yüksel (2017) take note that increasing levels of competition in the developing world as foreign banks enter the market will improve the institutional governance of the banking system and the presence of foreign banks in the system causes the local banks to be more cautious about taking risks and this decreases the possibility of fragility and crisis. This is in line with the works by Arun and Turner (2004) , Caprio and Levine (2002) , Levine (2004) .
In a study on Romanian banks, Diaconu and Oanea (2015) found that financial stability among commercial banks is exogenous as no factor was found to influence it (the considered factors were macroeconomic general situation (inflation and GDP growth, financial market situation (BET rate)) and banking sector situation (interbank offering rate for three months -ROBOR 3M)). However, in the same study, financial stability of co-operative banks was found to be mainly influenced by two factors represented by GDP growth and interbank offering rate for three months. The explanatory variables were mainly macroeconomic and sector specific than individual bank based. This study argues for the controlling of bank based characteristics in line with Ozili (2018) and Danişman (2018). Adusei and Elliot (2015) in the case of Ghana rural banks questioned whether bank size and funding risk do have an impact on bank stability. They found that an increase in the size of a rural bank results in an increase in its stability, and funding risk positively impacts bank stability. The present study controls for bank size as well as funding structure in line with this study, as we consider these critical characteristics at bank level.
Financial stability is not straightforward to measure, however literature mainly proposes Z-score (Diaconu & Oanea, 2015; Alshubiri, 2017; Ozili, 2018) . According to Čihák (2007), the main advantage of this measure is simplicity of financial calculations, the main disadvantage is represented by the fact that it does not present the correlation between financial institutions. Ozili (2018) made use of four measures of banking stability, namely banks' loan loss coverage ratio, insolvency risk, asset quality ratio, and level of financial development. The argument being that this will allow analysis of banking stability determinants from four complementary perspectives: protection for downside credit losses, distress arising from insolvency risk, non-performing loans, and financial development. The key development from studies like Diaconu and Oanea (2015) is that individual bank factors are included, specifically the model controlled for financial structure, institutional, bank-level factors. Alshubiri (2017) also considered bank specific characteristics such as income diversity and size of a bank, banking sector concentration in the market and P/E ratio in the case of Sultanate of Oman.
Having looked at the above factors that emerge from literature, the hypothesis is that bank specific characteristics significantly determine financial stability. With the effect dependent on the nature of the financial system, vis-a-vis, concentration and competition within the sector.
The aim of the paper is to investigate what factors need to be considered in ensuring and maintaining stability at the individual bank and system wide level.
METHODOLOGY
To identify factors that determine bank insolvency, the following model is proposed, as informed by literature (see, for example, Srairi, 2013).
( )
where P indicates probability, π is profitability, and E is the equity capital of the entity.
The probability of default is proxied by z-scores. According to equation (1) specification, probability of insolvency is a function of bank specific characteristics, sector specific condition (market concentration) and the macroeconomic indicators. Bank specific characteristics included are: capitalization, lending activity, funding structure, and diversification, while the sector envi-ronment is captured by market concentration as measured by HHI. On the other hand, macroeconomic variables controlled include interest rate and business cycles.
Dependent variable
Z-score: It is very popular in literature for capturing probability of insolvency for firms because it is easy to calculate and takes information from accounting data which is readily available. Its origin can be traced to the works of Roy (1952) , Blair and Heggestad (1978) , and Boyd et al. (1993) and has been used extensively of late in empirical works (Zhang, Xie, Lu, & Zhang, 2015; Srairi, 2013). The higher the z-score, the lower the probability of insolvency of that particular entity. Although it can be argued that it is more informative to use actual distress events in such study, we use z-score for reasons of comparability with the existing literature and that it can be derived from accounting data that is readily available.
For the purpose of this paper,
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Independent variables
Capitalization: The ratio of equity to total assets, measuring how well capitalized is the bank (see Kick & Prieto, 2013). Due to stringent capital requirements (through Basel accords recommendations), South African banks are generally well-capitalized. A well-capitalized bank is expected to have a higher z-score (lower probability of insolvency) than an undercapitalized bank. Therefore, a positive relationship between the two is expected, a priori.
Lending activity: Growth in gross loans was used as a proxy. The expectation is that as a bank lends more (higher growth in gross loans), exposure to default risk becomes high, and therefore a negative relationship is expected between lending activity and z-score (see, for example, Schaeck & Cihak, 2014).
Funding structure: This variable measures how the bank is funded, considering that banks were traditionally funding their operations through deposit taking and the banks have been "moving to the market" over time. What effect could that move possibly have on risk taking? A ratio of customer deposits to total funding is adopted as a proxy in line with Kick and Prieto (2013) .
Diversification: This variable captures how well diversified are the income sources of the bank (Zhang et al., 2015;  Schaek & Cihak, 2014). Traditionally, banks' source of income is derived from extending loans (interest income, of late non-interest income has been increasing). The ratio of non-interest income to gross revenues is the best measure for how diversified the revenues of the bank are. A priori, the effect of diversification on insolvency probability is ambiguous -negative (positive to z-score) if the diversification is into stable streams of revenue and positive (negative to z-score) otherwise.
Market concentration: This is used as proxy for competition within the sector (Kick & Prieto, 2013). The South African banking sector is well known for its high level of concentration (interpreted as low competition).
Business cycle:
There is need to capture the macroeconomic condition (Kick & Prieto, 2013), and for this study the leading indicator as provided by the central bank is used. The financial crises dummy was also considered to reflect the effects of macroeconomic condition on probability of insolvency.
Interest rate: Captures the policy stance of the central bank. An ambiguous relationship is expected with the z-score.
Estimation techniques
The aim is to look at the key determinants of stability among banks. Therefore, individual specific bank variables were sought and structured into panel series. To allow for clear understanding of the effect across banks, panel estimation techniques were followed given that simple OLS and other time series techniques face serious limitations to handle this kind of data. With the panel data structure, fixed effects of random effects can be assumed. Are variations across banks expected to have a significant effect on the relationship be-tween the variables of concern? However, subjective assumptions alone are not sufficient, Hausman tests have been developed to inform selection of the best assumption objectively (Green, 2008). The null hypothesis is that unique errors are not correlated with the regressors. This implies that when the test is significant (at 5% in this study), fixed effects are assumed.
Graphical display of key variables is further presented. Figure 2 shows the z-scores for the selected banks in South Africa. According to Figure 2 , Nedbank has the highest z-score, therefore it is the most sound of the selected South African banks. Nedbank has consistently had the highest z-score for the duration of the period under review. ABSA has increased its z-score over time and currently has the second highest z-score, while Standard Bank has maintained the third position so has Investec. Of note is the rise of FNB's z-score, which indicates a shift in the bank's behavior from being imprudent to prudent, thus a higher z-score.
A look at Figure 2 shows that there are two broad groups, those with high z-scores, which are increasing and those with low z-scores which are on the decline in general. This polarization is a characteristic that is inherent within the South African banking system. Polarization negatively impacts competition within the banking sector as the system is dominated by the leading pack and the tendency is for other banks to take radical actions to try and compete with the leading banks. This is one observation that has led to the constant decline of the other bank's z-score.
Just as was revealed with z-score trends, two distinct groups appear. The big four banks as well as Investec have capitalization ratios moving closely together, characterized by smooth trend as compared to the other four smaller banks. For the top group, the crisis eroded their capitalization, albeit at varying degrees (Figure 3 ). Figure 4 shows the levels of growth of the individual bank's loan portfolios. A point to note is the creation of a group consisting of Capitec, Ubank and Bidvest. This group has the highest values for lending activity and also the highest standard deviations. The rest of the selected banks in South Africa are grouped together and tend to move together and have lower values of lending activity coupled with lower standard deviations.
The high standard deviations indicate high instability within the loan portfolios as compared with low standard deviations which indicate stability and consistency within the loan portfolios. From Figure 4 it is evident that stability of the loan portfolios is associated with the banks that are deemed less risky within the South African banking sector thus prudent behavior from these banks. Therefore, the center of discussion in relation to the risk profiles of banks in South Africa is not so much the issue of increases or decreases in lending activity. It is more on the issues pertaining to the level of the lending activity by the banks in relation to the magnitude of these changes over time.
RESULTS PRESENTATION
The variables were subjected to Augmented Dickey-Fuller test to identify the order of integration (stationarity level). Results show the variables being integrated of order 1{I(1)}, except for diversification and sector concentration which are I(0). For brevity, the full results are not shown here. The next step was to identify the most suitable assumption regarding the relationship between cross sections -random effects versus fixed effects. For that, the data was exposed to Hausman tests and the following results were obtained (see Table 1 ). From the results in Table 1 , the Prob > chi2 is greater than 0.05, therefore random effects were assumed based on this Hausman test.
The selected model was estimated in a generalized least squares framework and the results are presented in Table 2 . Based on the estimated model, the determinants of bank stability have been identified as capitalization, lending activity, sector concentration and financial crisis; funding structure and diversification are not statistically significant. The dependent variable, z-score, is calculated in such a way that those entities with higher score have a lower probability of default, that is, they are stable. From the above results, equity ratio (capitalization) has a positive effect on z-score (stability measure) at 5% significance level. With the understanding of equity ratio as a proxy for bank capitalization, a unit increase in equity ratio leads to an increase in z-score by 0.55, which is a movement towards solvency (reducing the probability of default).
The results from Table 2 show that lending activity is significant at 5%. According to the results, lending activity has a negative relationship with the z-score. The indication being that an increase in the lending activity of South African banks has the effect of increasing their exposure to risk, thus a lower z-score. From the HHI measure of concentration, a positive and significant effect of concentration on default probability was found -higher concentration, therefore, leads to lower probability of default (higher z-score). According to the results, the stability of banks in South Africa is negatively affected by the presence of a financial crisis. The financial crisis dummy variable is significant at 1%. Under a financial crisis period, South African banks are susceptible to insolvency issues, thus raising their risk profile.
For robustness checks and to ensure sound inferences, the study compared the random effects model chosen by Hausman with its counterpart, the fixed effect as well as the OLS with dummy (LSDV). The results are presented in Table 3 . The results of the latter models are mirror images of the former, with differences only on sector concentration which is significant at 5% in fixed effect and LSDV, compared to 10% under the random assumption. 
DISCUSSION
Capitalization-equity ratio: The results are compared with de Bandt (2017), and Miah and Uddin (2017) who also highlight the importance of better quality assets. Imperative to note here that z-score increases with the soundness of banks, a positive coefficient indicates a risk-reducing effect. Capitalization as measured by equity ratio has a risk-reducing effect among South African banks. Therefore, it is expected that thinly capitalized banks are expected to take more risk due to higher leverage. Lending activity: This is supported by a study by Reinhardt (1999) who notes that increased credit risk is associated with an increase in non-performing loans that are a result of increased excessive risk. The excessive risk lowers the quality of assets, a direct result of increased lending activity. If this behavior is prolonged, banks' ability to accumulate capital is negatively affected, as was the case in Japan (Acharya, 2018) thus raising the probability of instability. In any case, banks need to lend as their basic business model is generating revenue. Aggressive lending may result in 'reckless lending', a phenomenon that resulted in the creation of National Credit Act (NCA) (2005) in South Africa. NCA restricts unsecured lending, which has potential to expose banks significant to default risk (Goodwin-Groen, 2006; Schraten, 2014).
Concentration: A unique feature of the South African banking sector is its high concentration, which implies low competition. The link between competition and stability has long been established as positive, however recent theoretical literature casts doubt on that prevailing view that lower competition mitigates risk taking incentives, instead positing that higher competition goes along with reduced bank risk (competition-stability versus competition-fragility hypothesis). This implies that as concentration increases (which can be interpreted as lower competition, taking note of limitations detailed in Bikker and Haaf (2002) , risk taking behavior of banks declines pre-senting a positive relationship between competition and risk-taking activities. In a highly concentrated sector, industry leaders are well established and therefore incentives to fight for market share decline sharply and in any case the costs related to that could be too much to bear. In that regard, it can be deduced that stability is maintained in a Bertrand model manner, until one firm attempts to cheat (increasing market share at the expense of others), stability breaks down (see the works of Beck, De Jonghe, & Schepens, 2011; Altunbas, Marques-Ibanez, & Van Leuvensteijn, 2016; Vives, 2016) . This is contrary to the findings and argument that competition has a stability enhancing effect through improving bank efficiency (Schaeck & Cihak, 2010; Kick & Prieto, 2013) , and precisely by improving banks' monitoring and screening procedures (Shijaku, 2017) .
Financial crisis: The financial crisis period is largely linked with low interest rate levels, where the behavior of banks tends to be imprudent, an assertion supported by Paligrova and Jimienez (2012), and Rajan (2006). In the presence of financial crisis, many socio-economic woes creep in, such as loss of employment, loss of business opportunities, decline in production and demand among others, which all increase risk of default and therefore increase instability. In this vein, Shijaku (2017) found competition-stability hypothesis, supporting evidence in the post global financial crisis data in the case of Albanian banking market.
Furthermore, the study used Breusch and Pagan tests post estimation to confirm the assumption of random effects. Based on the results that the Prob > chibar 2 = 0.000, we reject the null and conclude that random effects are indeed appropriate. This implies that there are significant differences across banks, and it is not possible to run simple OLS and obtain consistent results. From these results, the South African banking sector fits our a priori expectation that the banks differ according to management philosophy, their business model (for example, predominantly unsecured lenders versus traditional commercial banks and predominantly investment banks, as well as mutual banks) and geographical presence (branch network). All these features are captured by the random term assumed in the model (see Haussmann, 1978; Greene, 2012).
CONCLUSION
The paper is set out to investigate what matters to stability among banks in South Africa using panel estimation techniques on a unique data set. The random effects assumption was made based on Hausman tests. The results show positive relationship between capitalization and the stability measure (z-score), while lending activity has a tendency to increase chances of insolvency. Lending activity as measured by the growth in gross loans has an effect of exposing the particular bank to default risk. Other bank specific variables were not significant within the South African context.
On the other hand, lack of competition (high concentration) reduces the chances of insolvency, therefore improves stability. This implies that high concentration (low competition) brings about stability within the banking sector. This may also help explain the resilience that has been displayed by South African banks during the 2007-2009 global financial crisis era despite many financial institutions across the globe having struggled. After all, high concentration is not bad as clear sector leaders are known and smaller banks respect that. However, further research needs to be carried out to investigate the effect of high concentration on costs faced by consumers -stability should not be at the expense of consumers since an oligopoly structure can easily lead to collusion. When financial crisis was considered, it was found out that probability of default increases (reduction in z-score) increasing the risk of insolvency.
Lastly, the South African banking sector is divided into two groups in terms of the key bank specific characteristics, which is mainly along the business model (traditional commercial ones tend to move together over time with great stability in the specific characteristics).
From the findings, the following policy prescriptions are considered, the quality of bank assets is a vital component which the regulatory authorities need to monitor. Prolonged low interest rate environments could lead to evergreen lending as low cost borrowing could grow the lending behavior of banks. Acharya (2018) points to a Prompt Corrective Action framework, which can be implemented in the case of South Africa -this is a law levying progressive penalties against banks that exhibit progressively deteriorating capital ratios. A close monitoring of capital ratios per reporting period is done and any deviations for subsequent periods are penalized. A number of characteristics at bank level can be added to the tracked indicators for the purposes of this policy.
